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The
inadequacy of
state funding

for higher
education in
Tennessee is
one of the
primary
barriers to the
state
remaining
competitive
with its peers
in terms of
economic

As Tennessee enters the twenty-first system to fund higher education
century, elected and appointed officials  through improvement dollars has
affiliated with the state’s higher created an indirect tax on students and
education system find themselves their families.

struggling with a scarcity of monetary
resources during a time of heightened
expectations of performance from all
higher education institutions. It is
rarely noted that in a time of severe
financial ~ shortcoming, institutions
across the state have continued to offer
a high quality education to their
students.

The growing number of students
choosing to attend higher education
institutions in Tennessee indicates this
quality. In the last decade, Tennessee’s
public higher education enrollment has
increased from 174,416 headcount in
1990 to 190,350 in 2000, a 9.1 percent
increase. In 1998-99, Tennessee public

Because of diminishing appropriations
in the 1990’s, higher education leaders
have been forced to minimize
expenditures and maximize efficiency.
Elected officials, trustees, and campus
leaders have been instrumental in
ensuring increased efficiency and
accountability to maximize the utility of
those funds that are available.
Accountability programs such as
Performance Funding have been
coupled with increased communication
between higher education leaders,
members of the legislature, and the
governor’s office to maximize the
efficiency, effectiveness, and
accountability of higher education

development, post-secondary institutions conferred  finance. Short-term efficiencies have
educational 5,842 associates, 13,936 bachelor’s, and  been realized, but long-term
attainment, 6,183 graduate degrees. deficiencies  such as  deferred

employment
opportunities,
and an
elevated
standard of
living for the
state's
citizenry.

As the number of students attending
college has increased so has the
financial burden placed upon them.
Students and their families have been
forced to increase their commitment to
higher education. Annual tuition
increases have fluctuated between 7 and
15 percent in the late 1990s with overall
tuition revenues increasing by 72
percent since 1993-94 (Table 1). This
increase is in stark contrast to the 27
percent increase in state appropriations
during that same time period. In
essence, the hesitance of the political

maintenance, salary compression, and
the loss of research enterprises are
beginning to show as the value of
higher education in Tennessee has
become compromised by these
neglected priorities.

Tennessee’s structural tax problems
have been widely debated for years.
Regardless of one’s political or fiscal
philosophy, it is difficult to ignore the
prosperity of our neighboring states,
especially when attention is focused
upon investments that they have made
in public higher education.

Table One
Increase in State Approp. & Fee Revenues, 93-94 to 00-01 (in millions
1993-94 [ 1994-95 | 1995-96 | 1996-97 | 1997-98 | 1998-99 | 1999-00 | 2000-01 | Incr.
State Approp. $826 $891 $904 $919 $910 $968 $985| $1,045| 27%
Fee Revenues $307 $317 $334 $356 $396 $453 $497 $528| 72%

Source: Tennessee Higher Education Commission, Fiscal Data System
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As documented by elected

officials many times in the last two years, the structural inadequacies of the state tax system have led to
sluggish revenue collection in an era of unprecedented growth in our national economy. During a time
in which several of our surrounding states have operated with large budget surpluses, Tennessee has
been handicapped by financial shortcomings that prevent increased funding as well as improvements in
the quality and access to higher education for its citizens. Because of court influenced initiatives in
areas such as K-12 education, prisons, mental health, and TennCare, the state has lacked the resources
necessary to operate a first class system of higher education. As a result, institutions across Tennessee

Table Two
State Approp. For Higher Education (in millions)
Annual Average
State FY 94-95 | FY 99-00 | Change (5 Years)
Alabama $1,026 $1,094 1.3%
Arkansas $429 $605 7.1%
Delaware $137 $176 5.0%
Florida $1,701 $2,786 10.4%
Georgia $1,125 $1,560 6.8%
Kentucky $658 $926 7.1%
Louisiana $590 $885 8.5%
Maryland $789 $1,043 5.7%
Mississippi $617 $917 8.2%
North Carolina $1,723 $2,293 5.9%
South Carolina $652 $813 4.5%
Tennessee $897 $985 1.9%
Texas $3,087 $4,093 5.8%
Virginia $968 $1,480 8.9%
West Virginia $304 $373 4.2%
Source: lllinois State, Grapevine Database, 2000

have been forced to compromise the quality of
their  faculty, information resources, and
technological adaptations. The table below
shows the percentage increase in state
appropriations vs. the percentage increase in
tuition and fees over the past several years. As
shown in the chart, Tennessee’s students have
had to take on an increasingly larger share of the
burden while the state has continually decreased
its investment in higher education. Students
have become aware of these deficiencies, as
increasing numbers of students leave the state to
pursue educational opportunities elsewhere.

The chart below shows the dramatic effect of the
state’s inability to adequately fund higher
education. The Tennessee Higher Education

Commission in 1988 established a tuition indexing policy in which student fees would be 40 percent of

state appropriations. The principles

of this policy were adhered to until
1997-98, when reductions in state

funding levels began to decline and 100% -
the governing boards were forced to 80% |
raise fees to compensate for the 60% -

decline. In the five years since, this
ratio has been completely reversed,
with  student fees  becoming
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portion covered by state appropriations has declined to 40 percent.

Like most higher education revenue structures, Tennessee’s colleges and universities depend upon
tuition and state appropriations to meet the bulk of the fiscal demands. The following tables display
Tennessee’s standing in relation to other SREB states regarding tuition levels and commitment of state
tax dollars to the higher education enterprise.
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The figures above clearly demonstrate that the state of Tennessee is leaning in the direction of becoming
a high fee/low state supported state. This development is problematic because the funding scenario

provides limited operating resources for public higher education.

For example, the University of

Tennessee Knoxville, ranks last in appropriations per FTE when compared to its SREB peer institutions,
and next to last in total support per FTE. When examining the total support per FTE, students at UTK
are funded at $10,273, while those at the University of Georgia are funded at $17,123. This dramatic
differential severely limits the instructional capacity of UTK, and undermines the educational product

provided to students.

relation to their SREB peer institutions.

Appendix A provides comparable rankings for all Tennessee institutions in

Furthermore, Tennessee ranks 14th
among these comparison states in
appropriations per FTE in the ten
years from 1989-90 through 1999-
00. In the past five years
Tennessee has moved to last in
appropriations per FTE student,
further demonstrating the decline in
state support versus increases in
support in other SREB states. Our
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research would point to this

discrepancy becoming larger
when SREB staff analyze data in
the next couple of fiscal cycles.
While other states have allocated
record increases to higher
education, Tennessee has largely
met its expenditure needs by
levying hefty tuition hikes on the
students and their families.
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Table Six provides an approximation of —
Tennessee’s ranking with respect to — o .
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ata analysis IS conducted Tor the 1ast | reas $4,553 13.9% $5,184
three funding cycles. This decline will | |Virginia $4,449 41.2% $6,284
continue a trend that clearly | [WestVirginia $377?;]21 11248;4 $1367f15
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. . 5 . *Data from SREB Factbook 1998/99, 1997-98 Actual Data
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has decreased substantially over the last
decade.

Tennessee currently has one mechanism that constantly gauges the funding of its institutions relative to
their peers — the Funding Formula. This enrollment driven funding model takes into account FTE levels,
program mix, and degree composition of each school and applies a funding index to each institution
relative to its peers. The formula is estimating the total state funding necessary to operate a given
institution at the average (not optimum) level of its peers in the southern region. For the 2001-02 fiscal
year the funding formula in Tennessee will be funded at 85.4 percent. With an enrollment of
approximately 193,000 students and an FTE level of around 145,000, that funding essentially allows our
institutions to function with just over 85 percent of the resources of the average institutions in their peer
groups. From the perspective of quality and resources, Tennessee would have to dismiss 37,110
students (roughly 20 percent) from its higher education institutions to serve the remaining 155,890
students at the same levels of instruction, services, equipment, and facilities that their counterparts
throughout the SREB enjoy.

In earlier analysis, the importance of higher education was framed in relation to the overall economic
and social fabric of Tennessee and the region. Experts from a variety of disciplines have noted that
education is the engine that will drive the nation’s economy in the new century. In an economic era that
demands technical expertise, Tennessee must improve the quality of education that it provides to its
citizens if they are to remain competitive in the global marketplace. Higher education contributes to
increased workforce flexibility by educating individuals in skills such as critical thinking, writing, and
interpersonal communication that are essential to Tennessee’s ability to retain its competitive edge.



